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Key Drivers to a Credit Rating ïGeneral Obligation Tax-Supported Debt

ÁFinancial Forecasting and 
management

ÁConsistent and prudent budgeting 
practices

ÁRange and growth of services provided 
in relation to capacity to provide services

ÁAdherence to long-range financial planning 
and policies

ÁRevenue & Expenditure structure and 
patterns

ÁAnnual Operating & Budgetary 
performance

ÁFinancial flexibility/Fund Balance 
position

ÁLong-Term Financial Plan

ÁNature of the pledged

security & debt structure

ÁBalance between 

accelerated debt issuance and under-
investment in capital facilities

ÁDebt Burden measured against: Tax Base & 
Total Budget

ÁDemographic Characteristics

ÁTax Base

ÁIndustry Mix & Composition

ÁLocal and Regional 

Growth patterns

Economic 
Base 

Financial 
Performance 
& Flexibility

ManagementDebt

[Moodyõs = 30% / S&P = 30%]

[Moodyõs = 20% / S&P = 10%]

[Moodyõs = 30% / S&P = 30%]

[Moodyõs = 20% / S&P = 30%]

Note: %õs are from Moodyõs updated methodology January 2014 / S&P updated methodology September 2013 / Fitch does not providea breakout.
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Moodyôs General Obligation Methodology 

In January 2014, Moodyõs revised its General Obligation rating methodology.

Broad Rating Factors Factor Weighting Rating Subfactors Subfactor Weighting

Economy/Tax Base 30% Tax Base Size (Full Value) 10%

Full Value Per Capita 10%

Wealth (Median Family Income) 10%

Finances 30% Fund Balance (% of Revenues) 10%

Fund Balance Trend (5-Year Change) 5%

Cash Balance (% of Revenues) 10%

Cash Balance Trend (5-Year Change) 5%

Management 20% Institutional Framework 10%

Operating History 10%

Debt/Pensions 20% Debt to Full Value 5%

Debt to Revenue 5%

Moody's Adjusted Net Pension 

Liability (3-Year Average) to Full Value
5%

Moody's Adjusted Net Pension 

Liability (3-Year Average) to Revenue
5%
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S&P General Obligation Methodology

In September 2013, Standard and Poorõs revised its General Obligation rating methodology.

Budgetary 

Flexibility

Budgetary 

Performance
Liquidity

30% 20% 10% 10% 10% 10% 10%

Potential One-Notch Adjustment

Final Rating

Indicative Rating (AAA to B)

Factor Score Weighted Average (1 to 5, 1 = Best)

Factors & Weightings

Economy Management
Institutional 

Framework

Financial Measures Debt and 

Contingent 

Liability 
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Fitch General Obligation Methodology

Methodology Update

Key Rating Factor

ÁOn April 18, 2016, Fitch updated its US Tax-Supported Rating Criteria.

ÁUnder the new methodology, Fitch has identified four key rating factors that 

play a significant role in driving the rating outcome for a given issuer in the 

context of its economic base: 

ïRevenue Framework.

ïExpenditure Framework.

ïLong-term Liability Burden.

ïOperating Performance. 

ÁThe factors cover both the institutional framework in which an issuer operates, 

which varies by level and location of government, and performance within that 

framework. 

ÁFitch publishes specific rating category evaluations for each factor, with 

analysis focused on long-term trends and expectations.

ÁIn addition to the key rating factors framework above, Fitch also makes the following 

additional considerations:

ïHeavy reliance on third-party funding (Revenue Framework)

ïUnusually concentrated or volatile revenue base (Revenue Framework).

ïPotential expenditure funding pressures (Expenditure Framework).

ïHigh level of exposure to derivatives, short-term debt, variable rate debt or bullet 

maturity debt (Expenditure Framework).

ïExceptionally large OPEB liability or accounts payable backlog (Long-Term Liability 

Burden).

ïLiquidity or market access concerns (Operating Performance).

ïRisk of outside party impacting operations (Operating Performance). 

ïExceptional degree of taxpayer dissatisfaction (Operating Performance).

ïManagement weaknesses (Operating Performance).

Key Rating Factors

1 Revenue Framework

Growth Prospects for Revenues Without Revenue-Raising Measures

Independent Legal Ability to Raise Operating Revenues Without External Approval 

2 Expenditure Framework

Natural Pace of Spending Growth Relative to Expected Revenue Growth

Flexibility of Main Expenditure Items

3 Long-Term Liability Burden

Combined Burden of Debt and Unfunded Pension Liabilities in Relation to Resource Base

4 Operating Performance

Financial Resilience Through Downturns

Budget Management at Times of Economic Recovery
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Moodyôs Revenue Bond Methodology

Broad Scorecard FactorsFactor Weighting Scorecard Subfactors Subfactor Weighting

System Characterist ics 30% Asset Condition (Remaining Useful Life) 10.0%

Service Area Wealth (Median Family Income) 12.5%

System Size (O&M) 7.5%

Financial Strength 40% Annual Debt Service Coverage 15.0%

Days Cash on Hand 15.0%

Debt to Operating Revenues 10.0%

Management 20% Rate Management 10.0%

Regulatory Compliance and Capital Planning 10.0%

Legal Provisions 10% Rate Covenant 5.0%

Debt Service Reserve Requirement 5.0%

Total 100.0% Total 100.0%

In December 2014, Moodyõs revised its rating methodology.
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S&P Revenue Bond Methodology

Economic 

Fundamentals
45% 40% All-in Coverage

Industry Risk 20% 40%
Liquidity & 

Reserves

Market Position 25% 10%
Debt & 

Liabilities

Operational 

Management 

Assessment

10% 10%

Financial 

Management 

Assessment

Standard and Poor's Municipal Water and Sewer Utility Ratings

Enterprise Risk Profile 

Assessment (1 to 6)

Financial Risk Profile 

Assessment (1 to 6)

Initial Indicative Rating

Application of 

Overriding Factors

FINAL RATING

ÀIssue Ratings of 

Operating Entities criteria

Application of Rating 

Caps
Indicative Ratings

Peer Comparisons 

(One notch adjust) Application, if relevant of:

ÀRating Above the                              

Sovereign,

ÀGovernment Related 

Entities, and

In January 2016, Standard & Poorõs revised its Water and Sewer Rating Methodology
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Fitch Revenue Bond Methodology

Governance and Management

Stronger ·Management and governing body with extensive experience in the utility sector.

·ŸŸAn objective, engaged governing body that does not exert political pressure.

·Transparency and strong communication between management and governing body.

·

·Frequent Analysis of the accuracy of forecasts and resources management plans.

·Well-developed and documented policies and procedures.

Midrange ·Generally stable management team and board of directors with modest turnover.

·Resource management plans, forecasts of demand and management policies that generally

reflect current economic, system and political conditions.

Weaker ·Lack of experience and depth at the utility.

·Significance and political pressure in the underlying municipality or in the members' service areas.

·

·

·Lack of forecasts and resources management plans.

·Lack of policies and procedures.

Failure to maintain open communications between utility and the governing body, which may reveal 

itself in unexpected, significant rate increases..

In the case of wholesale systems, coordinated efforts among member utility systems and the 

governing body.

Debt Prof ile

Stronger ·Existing and five-year projected debt per customer of $1,500 or less.

·Existing and five-year projected debt per capita levels of $500 or less.

·Debt funding of capital 50% or less.

·Amortization of principal equal to 90% or greater over the ensuing 20 years.

·Rate Covenant of more than 1.25x coverage of ADS by net revenues.

·Additional bonds test of more than 1.25x coverage of maximum ADS by historical net revenues.

·Debt service reserve funded with cash and at the maximum allowable by law.

Midrange ·Existing and five-year projected debt per customer of $1,800 or less.

·Existing and five-year projected debt per capita levels of about $550.

·Debt funding of capital of about 75%.

·Amortization of principal equal to 80% or greater over the ensuing 20 years.

·Rate Covenant of more than 1.15x-1.20X coverage of ADS by net revenues.

·Additional bonds test of more than 1.15x-1.20x coverage of maximum ADS by historical net revenues.

·Debt service reserve funded with cash or surety policies and at the maximum allowable by law.

Weaker ·Existing and five-year projected debt per customer of $2,100 or greater.

·Existing and five-year projected debt per capita levels of $600 or greater.

·Debt funding of capital 90% or more.

·Amortization of principal equal to 70% or greater over the ensuing 20 years.

·Rate Covenant of more than 1.10x coverage of ADS by net revenues.

·

·No debt service reserve.

Additional bonds test of more than 1.10x coverage or less of ADS by historical or projected net 

revenues.

Operating Prof ile

Stronger ·Customer accounts stable or growing less than 1% annually.

·

· Treatment capacity in excess of 140% of demand or flows.

·Annual renewal of 100% or more of depreciated assets.

·Unbilled/unaccounted for water of less than 10%.

· Full compliance with regulatory requirements.

Midrange ·Customer account growth of 1%-3% annually.

·

· Treatment capacity of about 130% of demand or flows.

·Some deferred maintenance.

·Unbilled/unaccounted for water of about 12%.

· Limited noncompliance with regulatory requirements.

Weaker ·Customer account growth in excess of 3% annually.

·

· Treatment capacity falls below 120% of demand or flows.

·Significant differed maintenance.

·Unbilled/unaccounted for water exceeds 15%.

·

Top 10 customers for retail utilities represent 5% or less of system revenues and no customer 

accounts for more than 5% of system revenues.

Top 10 customers for retail utilities represent approximately 10% of system revenues and no 

customer accounts for more than 5% of system revenues.

Top 10 customers for retail utilities represent over 20% of system revenues and/or individual 

customer concentration accounts for 10% or more of system revenues.

Material noncompliance with regulatory requirements, resulting in significant capital expenses and 

or/fines.

In September 2015, Fitch revised its approach to Municipal Water and Sewer Utilities. Financial Prof ile

Stronger ·Total debt service coverage of approximately 2.0x or greater.

·Days cash and days of working capital equal to one year or more.

·Free cash relative to depreciation equal to 100% or greater.

·

·

Midrange ·Total debt service coverage approximately 1.5x.

·Days cash and days of working capital of about six months.

·Free cash relative to depreciation equal to approximately 85%.

·

·Approximately 10% of revenues recovered through base charges.

Weaker ·Total debt service coverage of approximately 1.25x or less.

·Days cash and days of working capital of three months or less.

·Free cash relative to depreciation equal to approximately 60% or less.

·

·Little or no revenues recovered through base charges.

Residential charges for individual or combined water/sewer utilities less than or equal to 0.6% or 

1.2% of MHI, respectively.

A significant percentage of revenues recovered through base changes as opposed to volumetric 

charges.

Residential charges for individual or combined water/sewer utilities of about 0.8% or 1.5% of MHI, 

respectively.

Residential charges for individual or combined water/sewer utilities of about 1.0% or 2.0% of MHI, 

respectively.




